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Exorcising The Specter of Defeatism 


Report of Tax Policy Committee Shows How Federal Spending Can Be Cut 


by Dr. Frep R. Famcuinp 


| Wie sas would like to see Federal taxes reduced. Everybody—or nearly everybody—thinks 
the Federal budget should be balanced. Everybody accepts, in the abstract, the inevitable prop- 


osition that we can’t have reduced taxes and at 
the same time balance the budget, unless we 
reduce government expenditures. 


Thinking people readily deplore the grievous bur- 
den of present heavy taxation, its inequity, its dead- 
ening influence upon enterprise and investment, its 
threat to the continued existence of our American 
free economy. They demand that taxes be reduced. 


Thinking people have come today, I believe, pretty 
generally to recognize that the unbalanced Federal 
budget causes inflation. They realize that inflation 
depreciates the value of the monetary unit in which 
are expressed all our wealth and our incomes. They 
protest against the resulting high cost of living and 
the loss of value of their savings and their insurance 
policies. They demand that the budget be balanced. 


But when it comes to the absolutely necessary 
condition, namely, reducing government expendi- 
tures, people hesitate. They do not want cuts in those 
government expenditures that especially benefit 
them. They cling to the notion that in some way gov- 
ernment expenditures cause business activity and 
promote national prosperity. When asked “What gov- 
ernment functions would you eliminate, or where 
would you economize?”, they throw up their hands. 





It was the purpose of the Committee on Federal 
Tax Policy, and it is my mission here this morning, 
to exorcise the specter of defeatism and point the 
way to clear thinking on the subject of government 
expenditures. In the second of the Committee’s re- 
ports, we have shown how $8 billion could be cut 
from the expenditures of the national government. 


In the first place, we propose that the government 
withdraw from its present activities in industry, 
which we assert is the province of private enterprise, 
not of government. 


The government is in the lending business to an 
extent that fairly staggers the imagination. It is esti- 
mated that major Federal credit programs in 1955 
will involve new commitments totalling $12.5 bil- 
lion, made up of nearly $3.8 billion in direct loans 
and investments and nearly $8.8 billion in guar- 
antees and insurance. 


On June 30, 1953, all government corporations 
and credit agencies held a total of almost $18 billion 
of net loans receivable. 


We assert that the government ought not to be 
in the lending business. Governments may sometimes 
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have to borrow—but no government should ever lend. 
Government has nothing of its own to lend. It can 
lend only after first taking the funds from private 
hands by taxation or borrowing. 


Second, the government is heavily involved in 
the purchase of merchandise, especially agricultural 
products. On January 31, 1954, commodity inven- 
tories and commodities pledged for loans totaled over 
$6 billion. It may be expected that most of the pledged 
commodities will eventually be added to the govern- 
ment inventory. Here, we assert, is another entry 
into the industrial field, which is no part of the 
proper functions of government. 


Third, the Federal government has become firmly 
entrenched in the production and marketing of elec- 


under these comes the enormous and constantly 
growing program of agricultural price supports. An- 
other heavy expense is for conservation payments, 
estimated at $196 million for 1955. 


Fifth, other similar activities of government are 
contained in the veterans’ program. No one should 
begrudge the very best care for our veterans injured 
in military service, no matter what the cost. But 
this is no longer the principal purpose of the vet- 
erans’ program. On June 30, 1952, two-thirds of all 
the patients in our veterans’ hospitals were there for 
disabilities that had nothing to do with their military 
service. Yet we are still building and staffing costly 
hospitals, when those in existence are ample for all 
veterans entitled to care on account of service-con- 
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tricity. Among the various agencies so engaged are 
the Bureau of Reclamation, the Army Engineers, and 
the Tennessee Valley Authority—and there are sev- 
eral others. The original idea was improvement of 
navigation, flood control, and development of water 
power. But today the government is building huge 
steam plants, especially for the generation of electric 
power. In spite of tremendous expansion by private 
companies, the government’s share of national in- 
stalled electrical capacity has grown from less than 
one percent in 1925 to over 13 percent. 


The claim that government produces cheap power 
is completely denied by the fact that the government 
power enterprises are practically free of all costs for 
interest and taxes. What certain favored persons 
gain from low rates is more than offset by what 
others are compelled to pay in additional taxes. The 
“yardstick” notion is similarly fallacious. 


’ Fourth, I call your attention to certain costly ac- 
tivities of the government which involve aids and 
grants to special groups. There are expenditures for 
agriculture and agricultural resources which are es- 
timated at some $2.3 billion for 1955. Foremost 
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nected disabilities. Here is a handout to a special 
group for which we find no justification. 


Sixth, I mention foreign economic aid. This 
project has been decreasing each year since 1948, 
but there are still no signs of its immediate termina- 
tion. Although there still remain large balances of 
unexpended funds from authorizations of prior 
years, additional authorizations of $1.2 billion have 
been requested for 1955. I shall not undertake to 
pass judgment here on the soundness of the original 
program of foreign economic aid, but considering 
the present well advanced stage of European eco- 
nomic recovery, it would seem that the time has come 
for termination or at least drastic reduction of ex- 
penditure for this purpose. 


“Bribe of Federal Largess” 


Seventh, let us consider a group of expenditures 
for activities that properly belong to the state and 
local governments and that should never have been 
undertaken by the national government. First, there 
is public assistance, including old age assistance, aid 
to the blind, aid to dependent children, and aid to 
the totally and permanently disabled. The first three 
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of these programs were initiated in the decade of the 
thirties. The total estimated cost for 1955 is $1.3 
billion, of which all but $100 million is in the form 
of grants to the states. All public assistance grants 
are on a matching basis. Thus not only is there heavy 
cost to the Federal government, but expenditures of 
the state and local bodies are increased by the bribe 
of Federal largess. 


Provision for the needs of the destitute is a rec- 
ognized function of government. But in America 
this has traditionally belonged to the state and local 
governments. The invasion of this field by the na- 
tional government should cease, with a resulting 
large reduction in the national government’s expen- 
ditures and less than a corresponding increase in the 
expenditures of the state and local governments—a 
net saving to all the taxpayers. 


Eighth, since 1948 the Federal government has 
expended more than a half billion dollars for grants- 
in-aid for hospital construction. The estimated 
amount for 1955 is $83 million. Here we have an- 
other enterprise which, I submit, is wholly outside 
the proper functions of our national government. 
Hospital construction and maintenance, so far as it 
is not covered by fees from patients, should be a 
matter for private charity, and where government 
aid is required, it is the state and local governments 
that should have the responsibility. 


Ninth, something like $600 million is annually 
spent by the national government to grants-in-aid for 
highways. This program was initiated in 1916, What- 
ever may have been its justification in those days— 
for military or other public purposes—none remains 
today, save the relatively small requirement for con- 
structing and maintaining roads in the national for- 
ests and other public lands. This is a state and local 
function, and these governments have clearly dem- 
onstrated their capacity to handle it. They have been 
spending annually about $5 billion on this function 
and have produced and are extending a remarkably 
fine highway system. 


In the meantime, the national government has 
trespassed upon the gasoline tax, originally devised 
by the states as a means for paying highway costs. 
The Federal government should withdraw from the 
highway field, repeal its gasoline tax, and discon- 
tinue its highway grants to state and local govern- 
ments. Ability to levy higher gasoline taxes would 


compensate those governments for the loss of the 
Federal grants, and the saving of this cost to the 
Federal government would approximate the govern- 
ment’s loss of revenue through giving up the gaso- 
line tax. 


Federal Participation Not Needed 


Tenth, in 1935 the national government imposed 
a three percent payroll tax to provide for unemploy- 
ment compensation. The states were induced to set 
up such a system by a rebate of 90 percent of the 
tax. A portion of the national government’s share 
is granted to the states for administration costs. 
Whatever justification there may have been at the 
outset for this pressure upon the states, I submit that 
now that all the 48 states have put into operation 
qualifying unemployment compensation laws, there 
remains no further need for Federal participation. 


So much for a brief summary of some of the more 
important opportunities for saving. Let us now look 
at certain broad implications. 


First of all, you will observe that I have made no 
suggestion regarding the defense expenditure. Here 
is a national government function par excellence. 
While the Committee has ample evidence showing 
that large savings are possible here, through greater 
efficiency and economy, and without at all impairing 
the effectiveness of the defense branch of govern- 
ment, we do not feel competent to lay down the 
specifications. 


Secondly, I have said nothing about saving 
through eliminating waste and extravagance in those 
activities which properly belong to the national 
government. I shall have a word on this in a moment. 


“Tainted With Favoritism” 


Thirdly, I remind you that I have thus far con- 
fined myself (1) to expenditures in the industrial 


field, which I believe are not proper objects of gov-— 
ernment activity; (2) to government grants to spe- 


cially favored groups—also in my opinion improper; 
and (3) to functions which, if undertaken by gov- 
ernment, should be the responsibility of the state 
and local bodies, not of the Federal government. In 
other words, these are expenditures of a socialistic 
trend, or tainted with favoritism, or going outside the 
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field of the Federal government’s proper functions 
to trespass on the functions of the states and their 
local subdivisions. They can be abolished without 
any impairment of the national government’s ability 
to do its proper job and without sacrifice to the well- 
being of the whole people. Of course, the present 
recipients of special government favors would lose, 
but their loss would be offset by the relief to others 
who now pay for the handouts to the favorec ones. 
No sacrifice would be borne by the whole people. 


This is contrary to the popular notion that, to 
cut our Federal budget substantially, we must make 
sacrifices, “tighten our belts,” give up government 
services which would be proper in ordinary times 
but which must be foregone in these times of stress 
because we cannot afford them. But these are all 
expenses which we never should have taken on. They 
can be abandoned without sacrifice. 


Thus far, I have reminded you of certain activities 
of government which could be completely given up 
—or in one or two cases, drastically curtailed—with- 
out impairment of the national government’s ability 
to perform its proper functions and without any 
sacrifice by the American people as a whole. And 
the national government could thereby reduce its 
annual expenditures by some $8 billion. 


But it is obvious that there must be other fields 
in which savings could be made. Such savings are 
to be accomplished, not by cutting out whole func- 
tions of government, but by the elimination of waste 
and extravagance in those activities which are 
proper governmental functions and which should be 
retained by the national government. Among these 
national defense clearly heads the list. On this sub- 
ject, I have only a few brief observations to make. 


In the first place, elimination of waste and extrava- 
gance in the conduct of the government’s proper and 
essential functions is similar to the complete aboli- 
tion of those functions that do not properly belong 
to the national government, in that the reform costs 
nothing either in reduced government service or in 
sacrifice of the well-being of the people. On the con- 
trary, the result would be both a better government 
and a higher standard of living for the whole nation. 


Secondly, we must recognize that the elimination 
of waste and extravagance alone will not solve our 
problem. We do well to commend the spirit of the 
present administration and its notable accomplish- 
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ments in the direction of efficiency and economy. 
More power to them! But the fact remains that the 
big savings are not here—and big savings we must 
have if we are ever to make the really great cuts 
that our present state demands. Our goal will not be 


.attained without the savings that can come from the 


complete elimination or drastic curtailment of non- 
essential government functions. 


But supposing that Congress had the will to make 
these cuts, can it do it? It is frequently argued that 
substantial reduction of expenditures is impossible, 
or at least a long-drawn-out affair. A major part of 
each year’s budget is said to be practically uncon- 
trollable: there are permanent appropriations, un- 
expended balances of appropriations of prior years, 
implied commitments, and so on. It is estimated that 
expenditures of this sort will amount to $43 billion 
in 1955. This is 66 percent of the total estimated 
budget expenditures. 


It is true that Congress has fallen into the habit 
of approving such appropriations each year with 
comparatively little critical review. But is Congress 
really powerless? The answer is “No.” Congress has 
complete and exclusive power over all appropria- 
tions. No money may be drawn from the Treasury 
except by law enacted by Congress. If Congress has 
the will, it can control annual expenditures. Except 
for absolute contracts or such required payments as 
interest on the public debt, each Congress is a law 
unto itself. It is not bound by actions of previous 
Congresses. 


In 1951, this Committee proposed a “clean-slate” 
attack on the problem, and we repeat that proposal 
now. It would work something like this: At a certain 
time, every provision of law requiring appropria- 
tions would be suspended. Immediately thereafter 
Congress would review and reinstate such expendi- 
tures as were found absolutely necessary. There- 
after there would be careful review of all other ex- 
penditures, with the aid of the Budget Bureau, and 
Congress would enact such appropriations as were 
found to be unquestionably justifiable under the ex- 
isting conditions. 


It may be objected that this is pretty drastic. But 
our present state requires drastic measures. The leg- 
islation which saddled us with our present scale of 
gigantic and unendurable expenditures was certainly 
drastic. We shall never correct it if we are too timid 
to employ equally drastic remedies. 
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